SUMMARY ANALYSIS OF AMENDED BILL

Franchise Tax Board

Author: Kelly Analyst: _Marion Mann DeJong Bill Number: SB 1920
Related Bills: _See Prior Analysis Telephone: 845-6979 Amended Date: 03/ 27/ 2000
Attorney:  Patrick Kusi ak Sponsor:

SUBJECT: Manufacturers’ Investnent Credit/Extends to Major G oup of Qther Electric
Power Generation

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of hill as introduced
X February 24, 2000.

AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTSDID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of hill as
X introduced February 24, 2000.

FURTHER AMENDMENTS NECESSARY .
DEPARTMENT POSITION CHANGED TO

X REMAINDER OF PREVIOUS ANALYSISOF BILL ASINTRODUCED February 24, 2000, STILL APPLIES.
OTHER - See comments below.

SUMVARY OF BILL

Under the Bank and Corporation Tax Law (B&CTL), this bill would nodify the
Manuf acturers’ Investnment Credit (MC) to include taxpayers engaged in businesses
relating to el ectric power generation.

SUMVARY OF AMENDMENT

The March 27, 2000, anendnents made depart nment-recomended technical changes to
renove the phrase “the amendnments nmade by the act adding this subdivision shall
be operative” each tine it appeared and instead insert the correct citation for
the specific | aws that changed the MC.

Except for the Technical Considerations, the departnent’s analysis of the bill as
i ntroduced February 24, 2000, still applies. The Policy Considerations,

I mpl enent ati on Consi derations and Board Position fromthe prior analysis are
reiterated bel ow.

PCLI CY CONSI DERATI ONS

This bill would raise the follow ng policy considerations.

Al though this bill would nodify the binding contract rules in the MC, it may
not be limted to future business decisions since it does not exclude purchases
of qualified property made by a binding contract that existed after
January 1, 1998, but prior to the date of enactnent of this bill.
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This bill would not expand the M C for Personal |Inconme Tax |law (PITL) taxpayers
engaged in business relating to other electric power generation, creating

i nconsi stent application of the M C between PITL and B&CTL taxpayers. In
addition, in the case of any MC that is passed through froman S corporation
to the sharehol ders, the sharehol ders would not be eligible to claimthe
credit.

| MPLEMENTATI ON CONSI DERATI ONS

This bill would raise the follow ng i npl enentati on considerations. Departnment
staff is available to assist the author with any necessary anendnents.

This bill does not nodify the definition of qualified property to include
property used in businesses relating to other electric power generation. Thus,
t axpayers added by this bill would qualify for the MConly if their property
qualified under current law. This would limt the availability of the MC and
may | ead to di sputes between taxpayers and the departnent.

This bill does not make a correspondi ng change to the M C under the PITL, which
may cause taxpayer confusion. Taxpayers who are shareholders of an S
corporation may be especially confused since the credit could not flow fromthe
S corporation to the shareholder. This could | ead to disputes between

t axpayers and the departnent.

This bill would expand the definition of manufacturing to include the
production of electricity fromspecified energy sources. As a result,

t axpayers who qualify for the MC under existing |law could claimthe MC for
auxiliary activities that satisfy this expanded definition of manufacturing;
for exanple, a manufacturing plant that includes on its prem ses a co-
generation facility that produces electricity to run the manufacturing |ine.
Under current law, while this co-generation facility may properly be treated as
an auxiliary establishnment under the SIC Manual and be assigned the sane SIC
Code as the manufacturing activity it supports, the costs of the property in
the co-generation facility would still not qualify for the M C under the
current definition of manufacturing since the property would not be treated as
being used in a qualified activity. However, such activities would qualify

under the manufacturing definition provided by this bill. If the author did
not intend to expand the credit available to taxpayers currently qualified for
the MC, the bill should be amended so the expanded definition of manufacturing

applies only to activities classified under NAI CS Code 221119.
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